Introduction
Circa 1100, money lending was the occupation par excellence of the Jews in England, France, and Germany, and one of the main professions of the Jews in Spain, Italy, and other locations in Europe. Their prominence grew in the following centuries and extended to banking and finance. The prominent international banking dynasty of the Rothschilds founded in the second half of the eighteenth century by the German banker Mayer Amschel Rothschild can be viewed as the heir of the Jewish money lenders extending credit in hundreds of villages and urban centers in medieval Europe. A common view states that the usury ban on Christians segregated European Jewry into money lending. A similar view contends that the Jews were forced to become money lenders because they were banned from farming as they were not permitted to own land. 2 As we argue in this chapter, the historical evidence contradicts both these views.
We present an alternative argument that is consistent with the main features that mark the history of the Jews: the Jews in medieval Europe voluntarily selected themselves into money lending as they had the three key assets for being successful players in credit markets. 3 First, they
were highly educated because they were endowed with a "literate" religion. In a medieval
Europe populated of illiterate people, the Jews had a comparative advantage in writing and reading contracts, business letters, and account books using a common alphabet despite the different local languages. Second, they had a uniform code of law, the Talmud, and a set of institutions (rabbinic courts, Responsa) that fostered contract enforcement, networking, and arbitrage across distant locations. Third, the Jews had accumulated wealth as urban dwellers engaged in crafts and trade in the Muslim Near East. When they migrated to Europe in the early Middle Ages, they had the capital to become the key players in money lending, and, later, in banking and finance.
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2 See Roth (1960, p. 229 ) for a summary of both arguments.
3 For a detailed description of our argument, an extended overview of the history of the Jews, and a comprehensive bibliography, see Botticini and Eckstein (2005, 2007 , and forthcoming).
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To illustrate our argument, we survey the history of the Jews from the first to the fifteenth century. This journey over two millennia will reveal that first-and second-century rabbinical Judaism, which centered the religion on reading the Torah and educating the children, played a pivotal role in shaping the history of the Jews in the subsequent centuries.
Jewish History, ca. 1-1492: An Overview
What are the distinctive features that mark the history of the Jewish people from the destruction of the Second Temple in Jerusalem in 70 C.E. to their expulsion from Spain in 1492?
We consider three sub-periods, each marked by an "historical accident" (i.e., an exogenous event): the destruction of the Jerusalem Temple by the Roman army during the Great Jewish
Revolt in 66-73 C.E., the vast urbanization during the establishment of one of the largest empires in pre-modern history concomitant with the rise of Islam in the early seventh century, and the Mongol invasions ravaging the Middle and Near East in the 1250s. These exogenous events interacted with the internal dynamics of the Jewish religion to determine the unique demographic and economic traits that characterize the history of the Jews before 1500.
The six centuries elapsing from the days of Jesus to the days of Mohammed are punctuated by three key facts. World Jewry decreased by more than 4 million---from roughly 5.5 million in the early first century to 1.2-1.5 million in the early seventh century. War-related massacres and general population decline account for nearly 50% of this drop.
In the first century, the largest Jewish community (nearly 2.5 million) dwelled in the After the destruction of the Temple in 70 C.E., the Jewish religion permanently lost one of its two pillars and entered a unique trajectory. With the disappearance of the competing sects, the Pharisees, the new religious leaders, replaced temple service and ritual sacrifices with the study of the Torah in the synagogue, the new focal institution of Judaism. 5 Its core function was to provide religious instruction to both children and adults. To be a devoted Jew became identified with reading the Torah and sending the children to school to learn reading the Torah.
In the subsequent century, the rabbis and scholars in the academies now located in the Galilee interpreted the Torah, discussed religious norms as well as social and economic matters pertaining to daily life, and organized the body of Oral Law accumulated through the centuries.
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Jews in the Talmud Era: The Chosen Few
Was the religious norm requiring each Jewish father to send his six-or seven-year old sons to the primary school to learn reading the Torah, immediately implemented? Did all the Jews become literate in a matter of a few years? The answer is certainly no.
However, an impressive amount of information from the Jerusalem and Babylonian Talmud, the early Gaonic Responsa (the written replies of the Babylonian scholars to the questions sent from the Jewish communities worldwide), and the archeological findings on synagogues, show that during the Talmud era (third to sixth centuries), the Jews in the Land of Israel and Babylonia started obeying the religious norm. A larger and larger proportion of Jewish farmers sent their sons to the primary schools located inside, or next to, the synagogues built in myriad locations. Words such as 'teachers' salaries, duties of teachers, pupils, length of the school day, schools, books, and education tax' filled pages and pages of debates and rulings contained in both Talmud. No other ancient civilization had a similar body of discussions related to zillions of practical matters for the communal organization of a primary education system.
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Some Jews, though, decided not to obey the religious norm, did not send their sons to school, and became outcast (the so-called ammei ha-aretz mentioned in the Talmud).
As for conversions, a variety of literary and archeological sources document that many Jewish farmers in the Land of Israel, Egypt, Babylonia, Asia Minor, and western Europe converted to Christianity during the Talmud era. By embracing Christianity, those who converted still maintained the same core belief in the existence of one God and the pillar of the Torah.
However, they switched to a less demanding religious norm: in order to be good Christians, they had to have faith and believe in God. They no longer needed to struggle with their meager incomes to send their sons to learn reading the Torah in the synagogue and they no longer Similarly, it cannot be that the Jews left agriculture and became craftsmen and merchants in the Muslim Empire because as members of a religious minority, they preferred to live close to each other in the cities and to be engaged in urban occupations in order to preserve their religious identity that would otherwise disappear in a rural environment, as Max Weber and Simon 6 Goitein (1967 Goitein ( -1988 Once set in motion, the occupational and residential selection of the Jews never reverted but, rather, grew. From then on, the Jews remained a select group of highly educated individuals in search of opportunities to obtain an economic return on their investment in education.
The ability to read religious texts in Hebrew, as required by Judaism, enabled the Jews to read any other document written in Hebrew (e.g., business letters, contracts, loans, and account books) even when the local spoken language differed. The ability to read, and to write in, Hebrew also helped Jewish craftsmen, merchants, and moneylenders learn other languages, which heightened mobility and trading opportunities. This fostered the network externality 
Money Lending in Medieval Europe: Selection or Segregation?
Already during the tenth and eleventh centuries, money lending was the occupation par excellence of the Jews in France and Germany, and one of the main professions of the Jews in Spain, Italy, and other locations in western Europe. Why?
Restrictions on Jewish Economic Activities
An old thesis going back to the Jewish historian Cecil Roth maintains that Jews in medieval Europe became segregated in money lending because the prohibition of owning land led them to forsake farming, become an urban population, and acquire a monopoly in money lending. Even though recent historiography has debunked this argument, the argument nonetheless has become so well rooted in the literature that it is the most common explanation, still taught in schools and popular outside academic circles.
This theory, though, has pitfalls. Many early medieval charters show that kings and local rulers were keen on attracting foreign craftsmen, traders, brokers, minters, and money lenders, and, therefore, invited the Jews to settle in their towns and countries for the many skills they 13 would bring to the development of prosperous commercial economies. 7 The Jews, who migrated from the Muslim Near East to Europe from the ninth century on, were not farmers, who then became money lenders; they were urban dwellers specialized in skilled occupations, including money lending, in their original locations prior to migrating to Europe.
The early medieval charters also indicate that the Jews were granted the right to freely move within a country's geographical boundaries, to trade in goods as they wished, and to engage in money lending. But the most remarkable fact is that the Jews---whether in Narbonne in 899 or Gironne in 922, in Trier in 919 or Worms in 1090, in Barcelona in 1053 or Toledo in 1222, or in early medieval England, were permitted to acquire and to own land if they wished.
Not only were Jews legally permitted to own land, they could acquire significant amounts especially in Italy, southern Spain, southern and east-central France, and Germany, possessed fields, gardens, and vineyards, and owned, transferred, and mortgaged land holdings. They preferred to hire tenants, sharecroppers, and wage laborers to work their lands. For themselves they chose the most skilled and profitable occupations, and foremost money lending.
Restrictions on Non-Jewish Economic Activities
Another popular view contends that prohibitions acted the other way around, that is, restrictions on the economic activities of non-Jews banned them from some occupations and the Jews would simply fill these jobs. We show that this view is untenable by describing the timing of the key events in the table below.
7 The charters were bilateral contracts between Jews and local rulers that regulated many economic, social, and religious aspects of the lives of the Jewish communities in Europe. What about the timing of the usury ban on Christians? In the Council of Nicaea in 325, the Church prohibited the taking of interest by the clergy---a rule that was extended to the laity in subsequent centuries. 9 Until the early twelfth century, though, the Church's attitude was more to reprimand than to explicitly prohibit lending at interest. The anti-usury movement gained momentum starting from 1175 and reached its zenith in 1313 when Pope Clement V made the ban on usury absolute and declared all secular legislation in its favor, null and void. Therefore, it is impossible that usury restrictions enforced on Christians during the thirteenth and fourteenth centuries prompted the Jews in the Muslim Near East four centuries earlier to abandon farming and to enter money lending. The usury ban on Christians was enforced too late (at least two centuries after money lending had become the leading profession of the Jews in Europe) to explain the selection of European Jews into the most skilled and profitable occupation.
Physical Versus Portable Human Capital
The view that persecuted minorities prefer to invest in human capital, which is easily portable, than in physical capital subject to expropriation, is as popular as the explanations based on restrictions. 10 The corollary to this argument is that by not investing in land, the Jews ceased being farmers, and by investing in human capital, they ended up in money lending. This theory, which has no problems from the point of view of internal consistency, is problematic when one considers the key facts of Jewish history.
The zenith of the transition of the Jews from farming to crafts, trade, and money lending occurred in eighth-and ninth-century Iraq and Persia, where the Jewish minority enjoyed 9 Reed and Bekar (2000) . 10 Brenner and Kiefer (1981).
significant security of life and was not exposed to sudden expulsions or forced conversions.
Moreover, when small groups of Jewish migrants arrived from the Muslim Near East to Christian Europe, they were a literate population of skilled artisans, able traders and money lenders, and highly educated scholars and doctors. Their investment in education occurred in the Land of Israel and Babylonia during the Talmud era as the outcome of the implementation of the religious norm requiring fathers to educate their sons---centuries before their migrations.
The Religious Lever of Jewish Money Lending
Based on the historical information and the economic theory we presented in the earlier sections, we advance an alternative explanation that is consistent with the key features that mark the history of the Jews: the Jews in medieval Europe voluntarily selected themselves into money lending as they had the three key assets for being successful players in credit markets.
First, the Jews were highly educated because they were endowed with a "literate" religion. As the outcome of the pivotal change prompted by the Pharisaic religious leaders in the Land of Israel during the first and second centuries C.E., Jewish fathers were required to send their sons to the synagogue or the primary school to learn reading the Torah in Hebrew. This investment in religious literacy had spillover effects on their general literacy, as well as on basic arithmetic skills which they learned in the primary schools, as the Cairo Geniza documents show.
Centuries later, in a medieval Europe populated of illiterate people, the Jews had a comparative advantage in writing and reading contracts, business letters, and account books using a common alphabet despite the different local languages. They also had arithmetic skills that enabled them to calculate interest rates and exchanges rates. Money lending requires more education and skills than farming but earns a higher income than farming and other occupations. In the absence of restrictions, highly educated Jews would rather being engaged in money lending than in less profitable occupations.
Second, the scholars in the academies in the Galilee and Babylonia endowed the Jewish people with a uniform code of law (the Talmud) 
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To sum up, in early medieval Europe, the Jews were not subject to any economic restriction, as the charters clearly show. Whether in Spain, France, England, Italy, or Germany, they voluntarily entered the urban and skilled occupations in high demand in the blossoming urban centers. Money lending was just the top skilled profession that they chose to obtain high returns to their investment in education---a long-lasting gift of their unique religion.
Epilogue: The Legacy of Judaism
This journey over two millennia has revealed that first-and second-century rabbinical Judaism, which centered the religion on reading the Torah and educating the children, played a pivotal role in shaping the history of the Jews in the subsequent centuries. The selection into urban, skilled, and profitable occupations with high returns to education remained a permanent mark of the Jewish people, as documented by the striking statistics collected by Simon Kuznets, who showed that between 95% and 99% of the Jewish labor force in eastern Europe, the Soviet Union, the United States, and Canada in the 1930s
(nearly 87% of world Jewry) held urban skilled occupations, especially in trade, banking, finance, law, and the medical profession.
The prominence of the Jews in finance as well as in high-tech industries, in science and medicine as well as in the university profession, or the disproportionate number of Nobel
Laureates are the visible signs of a success story whose roots can be traced to a pivotal change in the Jewish religion occurred many centuries ago. Judaism, permanently intertwined with education and human capital, became the lever of Jewish economic and intellectual prominence.
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